About the MDF
The Mediterranean Development Forum (MDF) partnership, which began in 1997, comprises Middle East and North Africa (MENA) region think tanks, the United Nations Development Programme, and the World Bank Institute. The partnership is dedicated to empowering civil society to participate in shaping public policy, making a contribution to the policy debate in key areas of regional interest, improving the quantity and quality of research on economic and social policy issues, and creating vibrant networks of development actors in the region. The partnership promotes activities supporting policy dialogue culminating in a Forum held approximately every two years: MDF1 in May 1997 , MDF2 in September 1998 , MDF3 in March 2000 , and MDF4 scheduled for April 2002 A crucial component of the MDF partnership is the Forum because it provides a rare opportunity for top-notch MENA experts, high-level government officials, and civil society representatives to meet and engage in a dialogue to help shape the region's development agenda. The significance of this opportunity to exchange ideas is reflected in the speech of World Bank President James D. Wolfensohn during MDF2: "Peace and opportunity and economic advantage to the broadest number of people comes with the sharing of knowledge, it comes with the sharing of experience, and it comes with a human commitment to make the lives of all of our people better and to give our children the opportunities that they deserve." MDF1, MDF2, and MDF3 have already played a unique role in the region by providing a venue for open debate on new and cutting-edge issues and by breaking down national and country barriers through participant dialogue during the Forum. In addition, MDF has facilitated the publication of a number of books on issues discussed during the Forum and the creation and support of networks. MDF4 aims to increasingly focus on impact through MDF follow-up activities and networks. This book is devoted to the challenging environment in which firms operate, the tremendous opportunities globalization offers along with the risks it entails, and the partnerships required to build firm competitiveness in the MENA region. The clear message is that firms themselves, governments, business associations, think tanks, media, and universities all have a role to play in building firm competitiveness.
The MDF series hopes to capture some of the innovative and cutting-edge development issues being debated by over 500 of the region's most influential thinkers and practitioners ranging from high-level government officials and think tank representatives to private sector leaders, academics, and those in civil society. The series is based on papers presented during conferences organized by the MDF partnership approximately every two years: MDF1 in May 1997 , MDF2 in September 1998 , and MDF3 in March 2000 . Following MDF2, books on public-private partnerships and trade and globalization were published. MDF4 will build on the wisdom of the previous conferences and highlight an emerging paradigm, the Nexus of Knowledge for Development and Competitiveness, and its importance for accelerating growth and reducing poverty.
We would like to express our thanks to Samiha Fawzy of the Egyptian Center for Economic Studies (ECES), as well as the authors who provided us with a unique perspective on firm competitiveness in the region. We hope that the papers presented herein contribute to the ongoing debate on the development opportunities and challenges facing the countries of the Middle East and North Africa.
Jean Louis Sarbib
Vice President Middle East and North Africa Region, World Bank
Preface
In a world of 5.7 billion people, we at the Bank deal with 3 billion people who live under $2 a day and a billion 300 million people who live under $1 a day. A billion and a half of those people don't have clean water, and in this region of the world, you know full well the impact of not having clean water, an impact on the lives of families, an impact on the opportunities for women and girls, a destructive impact on the lives of our people. We are concerned with the issues of health and we are concerned with the issues of education. We have concluded in our institution that we cannot do this alone, and we have come to a . . . partnership around the world. We've also learned that it's necessary in order to have growth, which is a prerequisite to human development, that we must be partners with business, with the private sector. Not just the private sector internationally, although that has grown enormously. To give you an idea, seven years ago, foreign investment in developing countries was $30 billion a year, and the loans from institutions like the World Bank were $60 billion a year, which means that the official institutions were twice the size. Today, the official institutions are around $45 billion and the private sector overseas investment is $260 billion. So from being half the size, it's now five to six times the size, and for every dollar invested from overseas, four or five dollars are invested locally. So the private sector is not a gloss, it's not an institutional group that we can forget, it's a group that is central to the activities of development. 
-Remarks by

C H A P T E R 1
Overview
Samiha Fawzy
Globalization has increased competitive pressures on firms. Together with rapid technological change it has altered the environment in which firms operate. While globalization offers unprecedented opportunities for firms that act successfully, it heightens the foregone costs for firms that lag behind; those lagging firms thus risk becoming marginalized. The bottom line is that, in an open and liberalized world, increasing firm competitiveness has become a major challenge. This challenge has recently attracted a great deal of concern in both industrial and developing countries, a concern that is debated at the firm level, in policymaking circles, and in the media. Parties to this debate have centered their discussions on crucial issues related to firm competitiveness, such as: What is meant by competitiveness? Why is it critical at this time? What are the rules and prerequisites to achieve competitiveness? What are the different roles of governments, firms, and other key actors in building firm efficiency?
The debate shows that while everyone seems to understand intuitively what competitiveness means, it does not have a universally accepted definition. Some economists define competitiveness as "the combination of favorable trade performance." The most popular definition is the one given by Laura D'Andrea Tyson: "Competitiveness is the ability to produce goods and services that meet the test of international competition, while the citizens enjoy a standard of living that is both rising and sustainable" (Tyson 1993) . The Organisation for Economic Co-operation and Development (OECD) also offers a definition along the same lines: "Competitiveness should be understood as the ability of companies, industries, regions, nations and supranational regions to generate, while being and remaining exposed to international competition, relatively high factor income and factor employment levels on a sustainable basis" (OECD 1998). Others, like Krugman (1994) , argue that competitiveness is nothing but a different way of saying "productivity," taking into account the rate of growth of one firm relative to others. Despite this ambiguity, it is clear that competitiveness matters. As Reinert (1995) said, "Although often misused and mostly ill defined, the term competitiveness properly used does describe an important feature in the world economy." Some participants to the debate agree that while the terminology comes from the business literature, where it has a clear meaning, transferring the concept to a whole economy, or even to one sector, is not straightforward (Lall 1999) . For example, Krugman confirms that this term is applicable only to firms and not to countries. Countries do not compete with each other the way corporations do. First, when a company is more competitive than its rivals, it tends to gain at their expense. However, when a country does well in the international markets, its success is not necessarily at the expense of other countries. International trade is not a zero-sum game. When firms are noncompetitive, they go out of business and disappear, while countries, obviously, do not (Krugman 1994) .
Despite these different interpretations, there is a growing consensus about the importance of firm competitiveness. The argument is that firms, not nations, are the agents of growth-firms, not nations, shape the global economic order. In a global world, a world "without borders," competitiveness has become the key to firm survival.
The discussions have also helped to identify new global rules for business: In today's race for efficiency, firms cannot acquire a competitive edge through pricing alone. To be successful they must also demonstrate a strong commitment to quality, flexibility, design, reliability, accessibility, and networking. Furthermore, competitiveness increasingly depends on the way firms combine technology, managerial entrepreneurship, employee skills, business organization, and software to service markets and to interact with customers and suppliers (OECD 1998). In addition, competitiveness depends on the extent to which firms adopt the international standards for corporate governance.
Finally, the debate also reveals that firm competitiveness has become a national concern, which requires concerted efforts from different actors in the economy. Although firms' economic strengths and successes are primarily determined by their internal management, the characteristics of the national business environment can substantially influence, both positively and negatively, firms' abilities to compete. The debate has also made clear the crucial role that other key actors in the society (including business associations, think tanks, universities, and the media) have to play in building the competitiveness of firms.
In the Middle East and North Africa (MENA) region, competitiveness has yet to take center stage. Evidence indicates that firms have not restructured their businesses in ways that enable them to deal with the new challenges. Many firms in MENA continue to be dominated by individuals, they lack good corporate governance, they compete based on price alone, and they lack up-to-date managerial and technological resources. Recent competitiveness indicators show that MENA exporters have not made significant progress to better position themselves in the global market (Madani and Page 2000) . Briefly, this is the overall challenge now facing firms in the MENA region.
This volume discusses the competitiveness of firms in MENA. It addresses key issues for the future of the region, including: What are the real challenges facing firms' operations and efficiency? Can MENA firms compete in global markets? Which are the key institutional constraints that they face? What are the standards of good corporate behavior that they should follow? How can small-and medium-size enterprises (SMEs) play a more effective role as an engine of growth in the region? What are the reasons behind the observed gap between the actual and potential performance of the tourism sector in MENA? How can MENA's potential in this sector be achieved? Finally, how can governments, firms, business associations, the media, think tanks, and universities participate in building firm competitiveness in the MENA region?
The remainder of this chapter provides an overview of this volume and concludes by offering a number of broad conclusions inspired from the chapters themselves.
Overview of the Volume
This volume contains a set of interesting papers, presented as chapters, which provide a thorough analysis of firm competitiveness from different perspectives, as well as insightful information on the MENA region. It is organized into four parts, each of which will discuss a different issue related to firm competitiveness. These four parts are global rules for business; the regional business environment; corporate governance; and a final part on two important sectors in most MENA countries: the SME and tourism sectors.
Part I: Global Rules for Business
While rapid changes in the global economic environment have brought new opportunities for firms in the MENA region, they have also generated risks. Multinationals are ready to face these challenges and to grasp opportunities, but the situation is different for small firms in less developed countries. In part I two chapters address the following questions: What are the most important changes shaping the global economic order? What are their implications for MENA firms? How can firms cope with these changes? Do SMEs in MENA have a chance for survival? How can they best survive? Finally, how can MENA governments help to ensure survival of their SMEs?
In chapter two Dorsati Madani and John Page offer a comprehensive overview of the global challenges and opportunities for firms in MENA, and discuss how firms can meet these challenges. They argue that the implementation of the Uruguay Round and the aftermath of the Seattle meeting in 1999, as well as the EuropeMediterranean (Euro-Med) agreements and other regional agreements-such as The Arab Free Trade Area and the Gulf Cooperation Council-will affect market access and import competition across a wide range of manufacturing, agricultural, and services sectors. The liberalization of trade under the auspices of the World Trade Organization has provided the basis for what they call the "rule of law" in international trade. Although the Seattle meeting failed to launch a new agenda of negotiations, Madani and Page suggest that MENA firms can benefit from further liberalization through the "built-in agenda" on agriculture and services.
The Euro-Med free trade area is expected to generate significant long-term economic benefits for the region, but it will also involve transitional costs. Several studies estimate the effects of these agreements on MENA countries. All show that free trade agreements (FTAs) between MENA countries and the European Union will generate welfare gains to these countries, albeit at different scales. The size of these gains depends on the efforts made by MENA governments and firms to prepare themselves to cope with trade liberalization. Governments should work on improving the institutional set-up, especially on trade-related infrastructure, and on improving the business environment in general. Firms should immediately start by internal restructuring, to avoid falling into the trap of transitional periods allowed in regional agreements. Industrial restructuring will require changes in products, standards, and business lines.
In chapter 3 Taïeb Hafsi starts by discussing the concept of globalization, then deals more specifically with the situation of small firms in less developed countries. He argues that globalization is a new version of an old game. In the past, firms such as Exxon could not consider its market as anything but international. Globalization does not refer to the decision of a firm to go abroad-rather, it is the willingness of all firms to enter each other's markets. This means that even when a firm does not go abroad to do its business, it must anticipate that others, from all over the world, will come and challenge it on its own territory.
Hafsi also distinguishes differences among the globalization of national markets, of industries, and of firms. He argues that markets are global if they are open enough to international competition. As for the globalization of industries, he maintains that it occurs when firms attempt to relate their activities across countries in order to achieve a competitive advantage, while the globalization of a firm relates to the decomposition of its value chain and its dispersion around the world. Hafsi concludes that a global strategy does not exist. Rather, it is a strategy that accounts for the globalization of one or several markets, or the globalization of an industry, or the globalization of the firm. In light of this distinction, he discusses the role of both firms and governments.
Hafsi argues that understanding laws and regulations in target markets is necessary to improve the competitive position of firms. Globalization certainly gives more opportunities for larger firms, yet it concurrently creates numerous chances for smaller firms, while leaving unattended and unsatisfied market segments in all industries. Therefore, smaller firms have to use their flexibility to respond better to the more neglected markets. Globalization also generates new threats for these firms, which intensifies the need for designing appropriate strategies. He argues that free competition does not exist, and that the role of governments is indispensable. Governments create the enabling conditions that lead firms to implement their goals without implicitly directing them to do so. Governments can help by providing market and consumer needs studies, making information available, and by facilitating alliances for smaller competitors. Hafsi concludes by emphasizing that governments should pay more attention to small firms.
Part II: The Business Environment in the MENA Region
With globalization, the distinction between international and domestic policies becomes less relevant. As a result, sound domestic business environments acquire a fundamental importance. It is critically important to know which domestic policies to adopt in order to cope with the realities of change. To this end, part II starts by indicating how the business environment in MENA compares globally, and highlights the institutions that most impede firms' competitiveness in the region. It also presents best practices in dispute-resolution mechanisms, which is known as one of the most severe institutional constraints in MENA.
In chapter 4 Andrew H. W. Stone provides a detailed analysis of the business environment in the MENA region. Based on survey results and on international competitiveness indicators, the author shows that the region compares poorly with international standards, with respect to enterprise impediments. Although the business environment surveys highlight considerable similarities and differences among MENA countries, some regional features are clear. The most obvious are weakness between government and the private sector, fear of instability of economic policies, high red-tape costs, and high tax levels and cumbersome tax regulations. Finally, the author suggests a substantive policy agenda that places a priority on the following reforms:
• Improving policy stability
• Enhancing transparency and accountability
• Reducing the size of the state • Eliminating transaction costs, especially those arising from tax administration and customs
• Revising inadequate conflict-resolution procedures.
Jeffrey B. Nugent, in chapter 5, deals specifically with dispute resolution impediments in the region and their implication for firm competitiveness. While the chapter focuses on MENA countries, it also draws on the experiences of some Latin American, Eastern European, and East Asian countries. Based on this international experience, he offers three approaches for reforming and improving conflict resolutions: legal reform, judicial reform, and alternative dispute resolutions (ADRs). The first two deal with the existing formal system, while ADRs introduce new approaches to reform. Nugent concludes that since each approach has its own advantages and disadvantages, each country should carefully consider the benefits of each approach relative to its own conditions before choosing a reform strategy.
Part III: Corporate Governance
Both firms and countries increasingly recognize that good corporate governance is important for broad economic progress. With globalization, firms must tap domestic and international capital markets to satisfy their financial needs. Increasingly, financiers not only base their decisions on a company's outlook but also on its reputation and governance structure. Part III of the volume deals with some critical issues related to corporate governance, such as: How can we achieve sound corporate governance? What are its prerequisites? How can we learn from best international practices in corporate governance?
Despite the fact that corporate governance and its analytical tools are still emerging, Magdi R. Iskander and Nadereh Chamlou provide, in chapter 6, a comprehensive framework to identify the major determinants of good corporate governance structures. According to Iskander and Chamlou, it is the interplay between internal incentives and external forces that governs the behavior of the firm, its performance, and its value. Internal incentives (which define the relationships among key players in the corporation) can be viewed as a set of arrangements internal to the corporation that define the relationships between managers and shareholders. The role of external forces (notably policy, legal, regulatory, and market competition) is to provide firms with the discipline to minimize the difference between private and social returns, and to protect the interests of stakeholders. Iskander and Chamlou suggest an ambitious agenda for reforming corporate governance in developing countries based on a combination of regulatory and voluntary private actions.
In chapter 7 John D. Sullivan complements the work of Iskander. He first explains how societies benefit from a strong system of corporate governance, then he summarizes the corporate governance principles adopted by the OECD, and gives examples of good corporate governance practices and models. The value of his chapter lies in the fact that Sullivan goes beyond the economics of corporate governance to discuss its political dimensions. Corporate governance is not only a prerequisite for economic development and growth, but also of importance to democratic development, especially the rule of law. Sullivan provides an explanation of the slow process of corporate governance reform in developing countries. He notes that although corporate governance ultimately depends on public-private cooperation, the private sector in countries with protected markets and a large state sector tends to put off reforms until privatization and other public reform take place.
Sullivan concludes by indicating in a precise way the role of policy research centers, national business associations, and civil society organizations that work together to design corporate governance systems in a country's best interests.
Part IV: Sectoral Applications
SMEs and tourism have great potential for growth in the MENA countries-but their growth has been modest. Part IV of this volume investigates how SMEs and tourism can live up to their potential.
Through chapters 8, 9, and 10, Sanjay Lall; Antoine Mansour; and Mahmoud A. El-Gamal, Nihal El-Megharbel, and Hulusi Inanoglu discuss how SMEs can play a more dynamic role in enhancing economic growth and improving welfare in the region.
In chapter 8 Lall shows that most SMEs in industrial and developing countries face three sets of problems. The first set is inherent in being small, the second is a reflection of distortions in the markets and institutions, and the third is caused by policy intervention. Drawing on the experience of industrial and newly industrialized countries in providing support systems for SMEs, he concludes that while conducive business environments and private support mechanisms are necessary conditions for SME promotion, they are not sufficient. Proactive policies are also needed, including those that will make SMEs aware of the challenges they face. Equally important is to help SMEs prepare to meet the challenges by understanding their strengths and weaknesses and by providing the inputs that they need in order to upgrade. Experience also suggests that the best way to help SMEs is by combining support in an attractive package, rather than by delivering support piecemeal.
After giving an overview of the relative importance, characteristics, and main problems of SMEs in MENA, Mansour, in chapter 9, focuses on assessing the existing schemes for supporting SMEs, which he judges to be ineffective. Consequently, he offers a set of recommendations to enhance the role that SMEs play in enhancing economic growth by following the approach of clustering and networking. According to the author, benefits from clustering derive from external economies, while networking improves firms' competitiveness as it prepares them for globalization through opening up new markets for new products. Mansour also stresses the importance of specialization and sector-specific support programs. Finally, he suggests that business support programs must be demand-driven, responding to real needs, in order to be more effective.
In chapter 10 El-Gamal, El-Megharbel, and Inanoglu deal with the issue of financing and offer fresh insights. They argue that SMEs should not be dealt with as one homogeneous group. Rather, we need to distinguish between SMEs in traditional production areas, SMEs in emerging market niches, and SMEs in avantgarde (high technology) industries. Although the three groups of SMEs share some common characteristics, there are fundamental differences among them, which render certain alternative sources of financing appropriate for some but not for others. El-Gamal, El-Megharbel, and Inanoglu argue that the best vehicle for funding traditional SMEs is group lending through conventional banks and nongovernmental organizations. For market niche-seeking SMEs they suggest that leaseand lease purchase-financing can be a very successful source of funding. The ideal financing method for the avant-garde SMEs is venture capital financing. The preceding taxonomy of SME types and appropriate financing methods reflects the main message that El-Gamal, El-Megharbel, and Inanoglu deliver. The authors suggest that the government role in financing SMEs should be less direct than it seems in the MENA region. This implies that governments should concentrate more on creating an enabling environment for private financial institutions to take the lead.
With the view of exploiting the productivity of firms operating in the tourism activity in MENA, Sahar Tohamy, in chapter 11, starts by analyzing the mismatch between the potential and actual revenues of the tourism sector in MENA (and the modest competitive position of the region in the world market for tourism), its strengths, and its weaknesses. Recognizing that increasing the competitiveness of tourism needs a host of short-and long-run reforms, Tohamy selects two main reform areas for further discussion: marketing and human resource development. The reasons behind this selection are twofold: first, these areas need constant efforts for reform to succeed, given the increasingly contested international tourism market; second, initiatives in these areas are likely to produce short-to mediumterm results. The author concludes by highlighting some areas for reform including information; marketing research and surveys; promotion campaigns, fairs, and training; and skills up-grading programs.
Conclusions
Three broad conclusions can be drawn from this volume. First, firms in the MENA region have no other choice than to join the race of competitiveness. Any other alternative would be extremely costly. The MENA region has the resources and means to join this race, and to play a more effective role on the global scene. Whether the future will be "good" or "bad" depends on how shrewdly firm competitiveness is enhanced. Second, meeting this challenge is a shared responsibility on the part of firms, the government, and other actors, such as business associations, think tanks, universities, and the media.
The Role of Firms
Firms must improve their ability to deal with continuous change and to build assets for the future. Firms need to work on building competitive edges rather than depending on inherited or comparative advantages. They must base their competition on quality, flexibility, design, reliability, and networking. Creativity, specialization, and diversification are key for firms to gain competitive positions in the global market. Dealing with global new rules also requires investing in improved productivity, adding more credibility to products by using internationally accepted certification methodologies, seeking new product lines (especially in the areas of services and agricultural products), and trying to diversify markets by penetrating new markets, such as those in East Asia and Latin America.
Greater investments in new kinds of assets are crucial for flexibility and longterm competitiveness. Probably the most important change in firms' strategies to improve competitiveness is their emphasis on investment in intangible assets (research and development; technology, managerial, entrepreneurial, and employee skills; business organization; market development; and software). Intangible assets provide firms with the capabilities and flexibility needed to survive and prosper. In addition, firms must move from family-owned or sole proprietor businesses to more formal governance structures, which guarantee the balance between the interests of shareholders and other stakeholders such as employees, customers, suppliers, and communities. This kind of governance structure will lead to better and more sustainable performance.
The Role of Governments
Firms must improve their competitiveness. However, the government should guide their efforts in this respect. Because most developing countries suffer from market failures, governments' remedial actions can improve the distribution of resources, be cost-effective, and benefit long-term aggregate growth. Firms need clear rules, a stable macroeconomic environment, efficient institutions, access to imports, and elimination of red tape. Governments also need to provide a better framework for good corporate governance, including greater competition, stronger banking and capital markets, and better rules to protect minority shareholders. More attention must be paid to economic interdependence in policy design and implementation.
In addition, globalization demands more of governments. Policies should not gratuitously restrain globalization by attempting to shield domestic firms and markets from competition, or by applying protective mechanisms. In its broadest sense, the challenge for governments is to pursue policies whereby the benefits of globalization are fully realized and widely shared by all of society. Finally, public-private partnership should become a reality if the region seeks competitiveness in a changing and dynamic global market.
The Role of Other Actors
Different actors (including business associations, think tanks, universities, and the media) are considered to be the third partner in development, along with the business sector and the government. Without their effective participation, the road to global markets would be difficult. In this regard, business associations should try hard to deepen public-private partnerships. They can communicate, analyze, and explain the implications of public policy to their members; increase their members' awareness of global competitive challenges; and assist with the development of cooperative policies to help firms cope with new realities. Think tanks and univer-sities should direct their research concerns to help firms and governments improve productivity. The media should undertake intensive public awareness campaigns so that firm competitiveness becomes a real national concern; the media should also work on promoting the concepts of participation and inclusion. All actors are called on to play an active role in building an excellent image for firms in MENA.
Finally, it is of crucial importance to remember that today's windows of opportunity are extremely promising-but it is equally important to remember that windows do close. With these three conclusions, this volume offers some insights, but insights are just a beginning. The next step is action.
